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Mr.Cbaiman andMembersof theSubcam\ittee: 

f am phased t9 amy bf9l;e thq Sukmrnittee on a matter of great 

impartam+-nmUy, doing something to brinq under control our chronic budget 

deficits and enomous national debt. I fully share the mcern and frustration 

that have led to the measure now being considered by the Subccmittee, mnmnly 



referred to as the "Granan-Rudman Amendment." Something must be done soon, in the 

form of spending cuts, revenue increases , or both, to put the federal government's 

fiscal house in order. 

While sharing the basic fiscal qoal of "Grwpn-RuEman," we would as a general 

rule prefer a mOre substantive-and less mechanistic--solution. Instead of making * 

prosram-specific reductions, the amenhwnt lays out a time-table and formula for 

achieving a balanced budget by fiscal year 1991. Included are pmvfsions that 

would recruire the hresident to make cutbacks, subject to certain limitations 

specified in the amendment, in the event that regular congressional-presidential 

actions on the budget produce insufficient deficit reductions. 

Our ccxxem is that such an aporoach has potential for generating added 

controversy over spending decisions, an d producing unanticipated effects on 

programs and the econaTy. This is not to say that the potential problems, which I 

will briefly discuss, outweicrh the uossible benefits of the amendment. Rather, we 

are uwinu that the Conqress examine certain matters while further considering 

GEUMli-RUdKlan. Depending mmn the results of this additional examination, the 

Conaress may choose to refine GramR-RUnan, adopt a substantially different 

apmoach, or accwt it in its present form. 

DISCRE!PIONARYF'EATVFU3SCCrJIDGENEZA~ 
ADm!rIolNAL- 

While the amendment is notable for its overall formula approach, it contains 

scmc? ambiouities and room for discretionary actions. Discretionary actions by the 

President or Director of OME3 could figure praminentlv in triggerina the automatic 

cutbacks, and following that, in determining which activities are included in A 

list of cutbacks as well as the kind of cutback treatment that is amlied. For 
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example, which civil and defense contracts would be identified for cuts? The 

methodology used by executive branch officials for canputing contract modifica- 

tions penalties would be Morta& in this regard, as muld their interpretations 

of the government's legal obligatiars under those contracts. 

Similarly, there weld be scde roun for interpretation as to which programs 

are "indexed directly," and which ones shall be categorized as "controllable." Is, 

Medicare indexed directly? The placement of programs into one or the other of 

these catecorias would determine the kind of cutback action that could be taken‘ 

Recent floor debates in the Senate show a large degree of uncertainty on this 

question. 

-Ir%uW IMPLIcA~cers 

I would also like to mmnent on the possible imcoundment imolications of the 

anmdment. f3anerally, action bv the President to withhold funds from obligation 

is an impoundment, governed by the Impoundment Control A&and reuuired to be 

reprted, unless independent statutory authority exists for the withholding. 

W-R&man is just such indenendent authority. It permits withholdincs and, as 

long as the President complies fully with the conditions ivsed by Griurm-Rudman 

on such withholdings, the Impoundment Control Act has no application. Preside* 

tial withholdings would not require impoundment meassages and actions by the 

Congress. 

However, if the President invokes the authority of GrmRudman to withhold 

funds but does not fully -1~ with its strictures, the result is arcuably an 

mnt which, if not reported by the President, is to be reported by us. For 

example, Graan prohibits the secuestration of funds if the result would & 

the elimination of a program. A seuuestration which arcruably had the effect of 

eliminating a orogram would be unauthorized by GrwRudman and could be 

characterized as a de facto unreported impoundment. 
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Disputes over the scow or meaning of terms in GramHUman could also lead . 

to the invocation of the Immundmnt G3ntr01 Act. For example, the President is 

supsed to sequester funds only for "controllable expenditures." If a seauestrti 

tion a&d to funds which in our view did not fall within the definition of 

mntrollable expenditures, it would arguably be an unreported immmdment. 

In short, we expect that the ambiuuities of the amendment's procedures would I 

lead to mmerous disputes over the propriety of presidential actions. This, in 

tutm, could generate a significant amount of litigation and Impoundment Control' 

Act actions. 

On a related technical matter, we note that an earlier version of the amend- 

ment said that both the President's orders to suspend or mcdify laws relating to 

automatic *spending incremes, and his mr to sequester funds for controllable 

expenditures were to be issued "notwithstanding the Impountint Control Act." In 

the mst recent version, however, it is only the suspensions and rmdifications 

which are explicitly "notwithstanding the Imoundment Control Act." We have so 

Car found no indication whv this chanqtz was made. While we suggest restoring the 

earlier language, we do not believe thk the effect of the change is to subject 

secuastrations to the Act. Gram-mm establishes a precise and carefully 

structured procedure: there is no mm in the bill for the concurrent application 

of impoundment procedures. 

KXSIBLJ? UNA~CIPATQI EF'FRXS ON THE CAPACITY OF 
THE Mm To DEWVEX MSIFEZD SERVICES AND AIDS 

Another matter mncems the possible unanticipated effects of the amendment 

upon the canacitv of the qovermnent to deliver services and other benefits. 

Until there is a better understanding of, and aqreemnt on, the pmgrms to ke 

cateqorized as ffindexed directly" and "mntmllable," we will be hampered in 
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predicting just where the budget cuts are likely to occur, and in what degree of 

severity. We only know that s&e kinds of outlays muld be more "shielded" fran 

cutbacks than others, forcing a certain concentration of the cuts. 

'Ihis funneling effect of the cutbacks would start with the total shielding of 

the payments of .Social Security Act's old-aqe, survivors, and disability insurance 

programs: the total shielding of nayments of interest on the public debt: and some. 

undetermined decrree of shielding of payments on prior-year obligations, which are 

dispartionately high in the defense area. The payments in these areas in fiscal 

year 1984 totalled about $477 billion, or about 56 percent of total goverrnnental 

outlays. Additionally, there would be a total shielding of billions of norw~&~ 

dollars in programs that are “indexed directly,” such as Veterans Pensions or 

Railroad Ntirment . 

The result is that the cuthacks would fall disproportionately upon “mtroll- 

able” budaet accounts having relativ.ly few prior year contracts and obligations. 

This could be a general salaries and expenses account for an agency such as the 

Federal .?!viation Mministration, the Ys%ional Park Service, or the Federal Bureau 

of Investigation. In these kinds of <.mxnts, heavy cuts could impair the 

capacity of the agencies to perform ti~.z services expected by the Congress and the 

ablic. Some analysis should be made of the Potential cutbacks that could affect 

such “typical” accounts. 

An additional feature that should be of concern as the Congress debates this 

proposal is the degree of flexibility that Congress will have in dealing with a 

future deterioration in the ecmxntic enviroment. The awndment adopted by the 

Senate recognizes the need to be concerned about the ecommic enviroment by 

requiring the directors of O!JB and CBO to report their forecasts of econcmic 

growth along with their forecasts of the budget deficit. However, only one 



procedural change is introduced when the directors forecast a recession. mat 

chan9a is a 16-day extension of the time available to the President before he is 

required to institute the autanatic spending reductions. 

The amendment contains no provisims for changing the deficit targets of the 

current or subsequent years when a recession is forecast and provides no mechanism 

for adjusting the fiscal policy of the govemnt if a recession develops, whether. 

or not that recession was accurately forecast. In effect, the measure establishes 

a particular fiscal policy for the government for each of the next five fiscal 

years. An alternative fiscal policy can be adopted only if the President and the 

Congress acrree through subsequent legislation to modify the deficit targets 

amtained in this legislation. 

BUIXEI' DISCIPLINE CCXiSIDERATIONS 

A final matter we ~uld like to raise concerns budget discipline implica- 

tions. While the central aim of the amendment is to restore bud9et discipline, in 

the sense of restoring a sound fiscal policy, it paradoxically poses scme direct 

or indirect challenges to another kind of budcqet discipline-i.e., making 

decisions through a unified budaet that fully discloses programs' budgetary 

information on a consistent basis. We see sane Droblems in this rmard. 

We may expect that program proponents will attempt to devise means of 

isolating their programs from possible cutback actions. The temptation to attemot 

to "qame" the procedures will be almost irresistable, and the Congress should be 

alert to this likelihd. I am referrinu to such things as: 

-rwisinq mntract lanwaqe and penalty provisions to put contracts 

"off-limits;" 

-signing contracts with outlays planned for subseauent years: 

--obtaining legislation to place non-indexed prcgrams on an indexed basis; 
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---passing legislation removing programs frcm the unified budget; and * . 
-resorting to more "ha&door" spending methods. * 
Let me add scme additional mnts on two of the above items. On the 

unified budget matter, the amendment mild essentially r-e the Social .Security 

programs previously mentioned fran the unified budget. We defer to the Congress 
as to the wisdom of exemnting &Social Security from actions to reduce the deficit, v 

but do not believe that shielding Social Security requires separatinq it frcm the 

unified budget. Senaration tid obscure the total financial condition of the 

government. As an alternative, we would ume the Congress to consider changing 

the current budc9et treatment of Social Security by requiring that the unified 

budget show-separate subtotals for the revenues, expenses and surplus or deficit 

in the Social Security and non+ocial Security accounts. 

Finally , we would alert the Conuress to the amendment's incentives for 

expanded "backdoor" soending. The mechanics of the amendment's autcmatic deficit 

reduction features overate on the spending side of the budget. This could easily 

oromot efforts to isolate programs from possible cutbacks by switching to 

indirect, hackdoor financial methods that muld permit the programs to be 

classified as non-snending nrograns. There might be expanded uses of “tax 

exoenditures" and "monetary credit" to acccmnlish this. The Congress should be 

mizant of this possibility as it considers amendments such as this one. 

Thank you Mr. Chairman. This concludes my prepared statement. I would be 

glad to answer any questions you or other members of the Subcommittee may have. 
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